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THE IMPACT OF THE WAR ON INDIA 


1. It is intended in the following to give an outline of the 
economic changes which the war has produced, and is likely to 
produce further, in India. As India is a predominantly agricul- 
tural country! the fortunes of the majority of its inhabitants are 
affected by the development of prices of agricultural produce. A 
rough indication of this development may be obtained from the 
statistics of wholesale prices. They show that in the first months 
of the war a considerable rise in prices took place, part of which 
was lost again in a recession in 1940. Since then prices rose 

1 In 1931, 88.5% of the principal earners of income in British India were 
living in rural areas, and 70% were directly dependent on agriculture. The 
proportion of agricultural income in the total income of British India was 
53%,, the proportion of the income of rural areas in the total about 70% (Rao, 
“ National Income of British India 1931—32”). The Indian States are cer- 
tainly of an even more rural character. It is unlikely that the last decade has 
produced a fundamental change in the proportions. 
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again. Table I shows the price indices for different commodity 
groups, according to the Calcutta index, as a percentage of pre- 
war prices. The figures show that manufactured goods have 
risen in price considerably more than agricultural produce. The 
main reason is that demand for agricultural raw material has 
partly declined owing to difficulties of export and shipping, where- 
as imports of manufactured goods have fallen for similar reasons 
(e.g. cheap manufactured goods from Japan being no longer 
available for some time past) ; in addition there has been a greater 
demand for manufactured goods for war purposes. 


TABLE I. 
Wholesale Prices in Calcutta. 


Aug. 1940 Nov. 1941 
(August 1939=100) 
157 


All Commodities ae Bee er Ai 115 

Sugar baie se Aer wate ee 94 101 
Oil-seeds oe 5 Ape ae ee 98 111 
Oil, Mustard a ae ae ae 100 100 
Cotton, raw Lae ae ait ee 122 123 
Jute, raw Ace ae gs nae oa 93 172 
Hides and Skins Ae oe Sak oe et OZ 141 
hea. Pens aoe nae Abe nae a 109 5k 
Cereals 118 154 
Pulses Ase Pt Any oe 3. 105 rst 
Other Food ... Se bah 5s ce 121 164 
Cotton, manufactured 8 ae ee 121 244 
Jute, manufactured ... age ee oss 108 174 
Wool and Silk seh + oes EA seanaerl £50) 204 
Metals See aan ie. awe ae 128 158 
Other raw and manufactured commodities 124 151 
Building materials (Teakwood) ... snOS 116 

TABLE II. 
Area Yield 


Under| Rice Wheat Cotton Jute Lin- Grd. Sugar 
Food |(clean- seed Nuts 
grains | ed) 


1929/30 ~ay ee LOO) PLOQ's ) 1001 00K) 92.0055 4200 S100 att00 
1930/31 sor Atal 104 90 96 109 PSP) alee) 
1931/32 sc LO Ze LOO 87 67 34 =«i1099 96 145 
1932/33 ae LOY 100 91 86 713? PLOT ASH Ma171 
1933/34 eee LOS 99 90 93 77 99 141 178 
1934/35 ese LOO 97 93 93 83 =6110 80 187 
1935/36 tice AKOD. 91 91 98 720) M102 069 1216 


1936/37 so. 102 1} 104 93)" 105 OS PLLOM 121236 
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Among agricultural products there are some which show little 
or no Improvement since the beginning of the war: sugar, oil 
seeds and raw cotton. These, and in addition jute, are the main 
surplus goods; the price of jute improved late in I94I, owing 
partly to a restriction of acreage. Prices of other agricultural 
products have risen (especially cereals, rice) ; but if agricultural 
prices are compared with pre-crisis levels (1929) it appears that 
they are either unchanged or (like oil seeds, cotton) have fallen 
considerably, while prices of manufactured goods, e.g. of cotton 
cloth, are considerably above the level prevailing before the crisis. 
Tea (a plantation crop) shows a favourable development, owing to 
the buying up policy of the British Government. 

The wholesale prices do not, of course, indicate the course of 
prices obtained by the peasants in various regions, but only the 
prices obtained in the great export markets. It is probable that 
a great part of the peasants which produce for more local markets 
have not fully profited from the price rise. Despite the rise of 
wholesale prices the position of the peasants has, therefore, not 
generally improved ; in the case of the surplus crops it has de- 
finitely deteriorated. This could be remedied if the policy of 
buying up and storing all surplus crops, so successfully employed 
in the Dominions, would be used in order to raise the price of 
these crops to a satisfactory level. This would be a temporary 
measure if it was later intended to shift production from com- 
mercial crops to food. 


2. The production of armaments in India is rendered difficult by 
the limited size of organised large scale industries, as compared 
with the size of the population and the wealth of raw materials 
(e.g. iron ore, manganese, bauxite). The number of workers 
employed in large scale industries (those establishments which 
come under the Factories Act) was 1,750,000 in 1939, only 200,000 
more than in 1929. Production of finished steel was of the order 
of 1 million tons in 1939—40, and output of coal 25 million tons 
in the same period. Since the beginning of the war industrial 
capacity has been expanded to some extent, under the recom- 
mendations of the Chatfield Commission, and industrial output 
has increased. ee , 

What is the difficulty in the way of a substantial increase in the 
production of war material? In contrast to other countries 
engaged in the war, India has an abundant supply of labour. 
This takes the form of ‘disguised unemployment,’ i.e. people are 
employed in occupations of very low productivity, domestic 
service, handicraft, small scale trade, and, last but not least, they 
are crowding the land and splitting it up into uneconomically 
small holdings, a considerable part of the present population being 
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completely surplus, so that their withdrawal from agriculture 
would not involve any reduction in the output. What makes the 
transfer of this surplus into industry difficult is the lack of equip- 
ment and the difficulty of training, but apart from this there may 
be also another problem. A considerable increase in war pro- 
duction (which would, in fact, amount to a part-industrialisation) 
would require an increase in the production of food. This is 
directly due to the fact that industrial workers earn a higher 
income than workers in other occupations; more fundamentally 
it is due to the fact that the industrial workers, if they are to be of 
any use in production, require on purely physiological grounds a 
higher standard of living and especially a better diet than the 
people engaged in low productivity occupations with a sub- 
marginal standard of living. A substantial transfer of labour 
from ‘disguised unemployment’ to industrial employment will 
therefore increase the demand for consumption goods, amongst 
other things, also the demand for food. The quantitative im- 
portance of this increase in demand for food will, of course, 
depend on the amount of labour drawn into industrial employ- 
ment, and on the increase in total industrial income resulting 
from the expenditure of the newly employed workers. It will be 
additional to other food requirements brought about by the war: 
the net additional food required by the increasing army in India, 
and the necessity of food exports to provide the armies of the 
Middle East. Even if the additional food requirements are small 
as compared with the total food production, the effect may be 
noticeable, as the demand will be largely concentrated in big 
populated places, and the area from which the food supply of 
these centres is drawn is in practice only a part of the total 
agricultural area of the country. 

It seems to be a feature of agricultural production in India, 
that it is rather inelastic. An Indian expert on the subject 
writes :—‘Production is no measure of activity in the case of 
agriculture, especially in India where virtually the same area is 
cropped every year so that production is practically independent 
of the price obtained . . . While acreage remains constant, so 
does the yield per acre.’ That there are no substantial varia- 
tions in acreage can be seen from the statistics; Table II gives 
the area under food grains in British India, in percentages of 
1929-—30, and shows that the variations amount only to a few 
per cent. The course of actual output is more difficult to judge, 
because the statistics are unreliable; the estimates of agricultural 
production in British India are based on sample estimates of yield 
per acre in different districts. The error is, however, likely to be a 


ae pees in “‘ Economic Problems of Modern India’’ by Prof. Muker- 
jeé., p. : 
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constant one, so that the variations from year to year can be taken 
as an indication of the actual course of output. Table II gives the 
output figures, for what they are worth, of important crops, 
again in percentages of 1929—30. There is. obviously an im- 
portant difference in the behaviour of so-called ‘commercial 
crops’ (cotton, jute), which show a definite dependence on price 
in the course of crisis and recovery (which is largely due to a 
change in acreage of these crops with varying price), and the food 
grains which show no such influence. While the statistics are 
inconclusive the assumption of a high inelasticity of food pro- 
duction can be supported by general information about Indian 
agriculture. Production, especially in the case of such important 
food crops as rice, is very labour intensive, using extremely little 
equipment, and the technique remains unchanged year by year. 
It is plausible to assume that under these conditions the yield, 
apart from the influence of the weather, is stationary. A rapid 
expansion of total acreage cannot be expected, because it would 
require heavy capital outlay. A changeover of area from surplus 
industrial crops to food crops is advisable but it is not likely to 
come about automatically, without assistance to the agricultural- 
ist ; the area devoted to oilseeds, cotton and jute is about 18% 
of the area devoted to food grains, but only a part of the industrial 
crops are surplus. 


3. Owing to the inelasticity of agricultural production, an 
expansion of purchasing power in India must very largely have the 
effect of increasing prices. By ‘increase in purchasing power’ is 
meant the generation of additional money income either by con- 
struction of industrial equipment, or by accumulation of stocks, 
or by a government deficit or finally by an excess of exports over 
imports. The last of these factors, the foreign balance, is by far 
the most important in the case of India, so that the others can, 
as a first approximation, be neglected (the budget deficit will be 
taken into account at a later stage). It is necessary in the follow- 
ing to consider India and Burma together, because the two coun- 
tries for financial purposes are difficult to separate. 

The foreign balance and the resulting additions to purchasing 
power for the last years are dealt with in detail in the Appendix to 
this article, and the figures are set out in Table III. It will be 
seen from this table that in the two years preceding the war the 
addition to purchasing power was a negative quantity ;1 the net 
effect of the foreign balance was deflationary. In 1939—40 the 
figure was about 50 crores of rupees, and in 1940—41 about 60 
crores of rupees;? in the last Saba am year ended March 1942 the 


1 See line 10 of Table III. x 
2 1 crore is 10 million; 1 rupee=1/6d (10 crores of rupees=/£7.5 million). 
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foreign balance was probably about 200 crores of rupees (largely 
owing to payments from Great Britain). As to the year 1942—43, 
the figures can only be guessed; it was mentioned in the Budget 
speech that about Rs.400 crores would be paid by Britain for 
purchases etc.; on the other hand the private export surplus may 
fall or dwindle. Something like 300 to 350 crores of rupees should 
be a minimum estimate of the active foreign balance for 1942—43. 

Beside the foreign balance the budget deficit is also contributing 
to the creation of additional purchasing power. In pre-war times 
the budget was practically balanced, heavy ‘retrenchment finance’ 
being practised during the depression. Owing to the war ex- 
penditure an increasing deficit has now appeared. If this deficit 
is added to the net foreign balance the following figures are 
obtained : 


(crores of rupees) 1939—40 1940—41 1941—42 1942—43 
Foreign balance oat 45 60 200 300—350 
Budget deficit (+) (surplus —) —8 +8 +17 +35 

40 70 220 330—390 


Only the order of magnitude of these figures is significant. They 
show that the net additional purchasing power ‘injected’ into the 
system has increased considerably in 1941—42, and will rise to 
an even higher level in the course of 1942—43. There is no doubt 
that it will constitute a considerable financial problem for India. 

4. Both the foreign balance and the budget deficit must be 
financed by new saving, which must either find its way into the 
banking system and form there the counterpart of the increased 
holding of sterling assets and of government securities, or must be 
used directly for the holding of government securities. The fol- 
lowing table gives the increase in circulation and bank deposits 
during the war: 


(crores of rupees) 1939—40 1940—41 1941—42 
Saher . (9 mths.) 
Increase in circulation of notes and rupee 
coin : +60 +39 +79 
Increase in deposits of Scheduled Banks +21 +25 +53 
+81 +64 +132 


It appears that in the first 9 months of 1941—42 the increase in 
all forms of money is about as great as the total foreign balance 
which amounted for this time to Rs.130 crores ; that is, the new 
saving has taken primarily the form of holding liquid assets. ‘This 
is probably largely due to the increased requirements of money for 
the purposes of transactions, owing to the increasing price level 
and the expanding sphere of monetary transactions. (It will be 
noted that the increase in circulation is smallest in 1940—41 
when the price-rise was least pronounced). 
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The rupee securities created as counterparts for the repatriated 
sterling debt in March 1941 have in the first instance been taken 
over by the Reserve Bank, and by the government. — Subse- 
quently a large part seems to have been absorbed by the banks. 
The counterparts for the new repatriation in March 1942 have 
largely been taken over by the Reserve Bank. 


5. The sum of foreign balance and budget deficit—it may be 
called ‘Investment’ in the sense of Mr. Keynes’ General Theory— 
must create an equal amount of saving to finance it. Under the 
conditions of inelastic supply prevailing in India this saving will 
largely be created by an increase in prices, which raises the profit 
margins and the excess of the peasants’ cash receipts over their 
expenditure until the necessary saving is forthcoming. As far 
as the scanty evidence with regard to prices goes, it supports the 
view that the Rs.200 crores of ‘investment’ in 1941—42 have 
already produced a noticeable increase in prices. 

The cost of living index for Bombay has risen by 25% from 
August 1939 to August 1941, the cost of living indices for Ahmeda- 
bad and Sholapur by 26% and 18% respectively in the same 
period. The difference in the development in different towns is due 
to different composition of the index ; for large industrial towns the 
Bombay index is more representative than the Sholapur index. 
It must be kept in mind that retail price statistics are rather un- 
reliable in India, but as the Bombay cost of living index is used 
widely as a basis for wage negotiations (dearness allowances), it 
is not likely to overstate the increase in prices grossly. Part of 
the price increase, especially at the beginning of the war, is due 
to increased import prices and reduction of imports. The quick 
rise in summer 1941 seems, however, largely influenced by in- 
creased war purchases and production. “i ; 

It may be expected that the further increase in ‘investment’ in 
1942—-43 to some Rs.350 crores will have a noticeable influence on 
the cost of living. The amount of money spent is large in pro- 
portion to the Indian economy, and it will be largely concentrated 
in certain centres.1 The corresponding saving will have to come 
partly out of increased profit margins of industrial entrepreneurs 
and merchants, partly out of increased cash receipts of peasants 
who will thereby be enabled to repay debt or to hoard. It is 
impossible to say to what extent merchants and industrialists on 
the one hand and peasants on the other hand will contribute to 
Othe ee cost of living will almost certainly affect the 

i i itish India and Burma was estimated at 
aioe ae Seen [931 32, of which about Rs.500 crores was income 
of urban population. Since then the income must have increased considerably 
on account of price increases and some increase in production. 
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condition of the workers adversely. Owing to lack of any wage 
statistics it is impossible to say how far it has been offset by wage 
increases. Payment of a bonus for increased cost of living is 
widely used, but it is likely that adjustment of this bonus can 
always be effected with a certain lag only. As always in the case 
of inflation, the increase in money wages will not catch up with 
the price increase, because the necessary saving can be squeezed 
out only by permanently higher profit margins. 

On the other hand the rise in prices to be expected will affect 
the burden of debt which weighs particularly heavily on the 
peasantry. The indebtedness of Indian agriculture was estimated 
by the Banking Enquiry Committees in 1929 at about Rs.goo 
crores for 1928—29, and it was put at about Rs.1,200 crores for 
1933.2. A considerable rise in prices would depreciate the real 
value of this debt, and its effects would be of great social signi- 
ficance;? it would partly dispose of the Indian money lender and 
remove one of the great obstacles to an improvement in agri- 
culture, provided that the peasants would not incur renewed and 
higher debts, which is, however, unlikely if they are able to 
discharge their money obligations. 


6. It appears from the preceding analysis that a substantial 
increase in the war production of India is not only dependent on 
the help which the United States can give in the form of machines, 
tools, experts, etc., but that it also constitutes a considerable 
financial problem for India. The main reason for this is the ine- 
lasticity of supply ; in part this can be overcome by using more of 
the available labour, for example to provide additional housing 
for workers in war industry. To a large extent, however, this 
inelasticity is rooted very deeply in the existing structure of the 
Indian economy, and it is therefore likely that the increase in 
expenditure will produce an appreciable price rise. 


J. STEINDL. 
APPENDIX 


To evaluate the foreign balance for recent years account must be taken 
not only of the surplus of exports over imports on private account, but also 
of the purchases of British and other Empire governments which are not 
included in the statistics of private merchandise trade, and of the payments of 
Britain for the construction of plant, for the army etc.; on the other hand, the 
remittance of the Indian government to London on account of interest pen- 
sions etc, (so-called “home charges’’), and the remittances of private firms for 
interest, dividend etc., must be deducted. The remaining ‘foreign balance’ 
finds its counterpart in the accumulation of sterling balances (mostly British 
treasury bills) in the Reserve Bank of India. In part this sterling balance 

1 See International Labour Review, December 1941. 

2 Mr. P. J. Thomas, in ‘“‘ Economic Problems of Modern India,”’ p. 176. 

’ This does not apply to the part of the debt the service of which is rendered 


in kind (the peasant giving up a certain amount of his prod 
to whom he is indebted.) , sie diag wa alee 
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was used for repatriation of sterling debt of the government of India, and 
the foreign balance for the last years can therefore be obtained by adding up 
the increase of sterling assets in the Reserve Bank and the sums used for re- 
patriation of sterling debt. Roughly the same result must be obtained if the 
Government’s net requirements of sterling exchange are deducted from (or 
its net refunds of sterling are added to) the purchases of sterling by the Reserve 
Bank. The latter item results from the surplus of private merchandise and 
treasure export, the counter value of which is sold in the form of sterling 
exchange to the Reserve Bank, after private requirements for transfer of 
interest, dividend, etc., have been covered. To some extent the difference 
between export surplus and purchases of sterling by the Reserve Bank (line 
8 of Table III) may also conceal capital exports, but this is difficult to decide 
because reliable estimates of private remittances for interest, dividend etc. do 
not exist. It has been assumed in the following that these capital exports 
can be neglected, but it must be borne in mind that they constitute a source of 
error in the evaluation of the foreign balance, especially in pre-war years. 

The two ways of evaluating the foreign balance, either accumulation of 
sterling balances plus repatriation, or purchases of sterling by the Reserve 
Bank plus refunds of sterling by the government to the Reserve Bank, do not 
yield exactly the same result ; this is due to the fact that the amount given 
for sterling debt repatriation includes some sterling securities held in India 
and exchanged directly for rupee securities. This does not disturb the result 
significantly. 

Having thus obtained the foreign balance it is necessary to make one 
adjustment in order to estimate the amount of new purchasing power generated. 
Part of the foreign balance is due to a surplus of treasure exports which merely 
constitutes the exchange of one form of assets (gold coin, ornaments etc.) into 
another (notes, securities etc.), but not the generation of additional incomes. 
The surplus of treasure export must therefore be deducted from the foreign 
balance, to obtain the net addition to purchasing power due to the foreign 
balance. 


TABLE III. 
The Foreign Balance. 
(crores of rupees) 1936/37 1937/38 1938/39 1939/40 1940/41 
1 Accumulation of sterling +15 —18 —13 +68 +3 
2 Repatriation of sterling 
securities 1 23 87 
3 Purchase of sterling by 
the Reserve Bank 71 338 34 97 76 
4 Government’s net re- 
quirements (—) or 
refunds (-+) ofsterling —55 —50 —47 —11 +13 
5 Balance of private mer- 
chandise trade +79 443 +43 +77 +69 
6 Balance of private trea- 
sure export +14 +4415 +23 +41 


7 Merchandise and trea- 

sure, private balance 

(5+6) +94 +59 +66 +118 
Excess of merchandise 

and treasure over 

sterling purchases of 


w 


Reserve Bank (7—3) 24 25 32 21 
9 Foreign Balance (3+4) +16 —16 —13 +86 +89 
10 Foreign balance minus 


private treasure (9—6) 0 —32 —36 +45 +60 
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THE PROBLEM OF PROFIT MARGINS 


1. The purpose of this note is to discuss the connection between 
the influence upon production of the Excess Profits Tax and the 
level of profit per unit of output (profit margins). The problem 
may be illustrated by two examples. Imagine a Government 
contract given on a fixed price basis to a firm which could do much 
to improve its organisation of production. If the level of the 
price is such that with the present methods of-production the firm 
is able to earn a total profit which is above or at the level of the 
‘standard profit’ the incentive for reorganization is lacking be- 
cause any additional profits which would be obtained by it would 
be taken away by 100 per cent. Excess Profits Tax. _ ' 

The second example is provided by conditions prevailing now in 
coal mining. It is alleged that collieries often work their worst 
seams because with the existing level of costs and prices they make 
in this way their standard profits and have the advantage of 
leaving the best seams for future exploitation. It is clear that 
thereby the coal output is reduced below the level which could be 
achieved with the same labour, and in addition there is a general 
deterioration of working conditions. 

It is interesting to note that in both instances the Excess Profits 
Tax is not the only cause of ill effects. It should be remembered 
that even with the present Excess Profits Tax there is some in- 
ducement to make profits above the standard level; 20 per cent. 
of ‘excess profits’ are repayable after the war and this item is not 
without some significance as a reserve; further if the firm does not 
reach its standard profit in some year (which may easily happen 
even in armament industries owing to war damage), the deficiency 
is reimbursed out of its previous payments. The firms have thus 
an incentive to make excess profits, but a rather weak one. If 
appropriate labour were in ample supply the firms on war contracts 
would certainly increase output because taking in trained workers 
does not require any particular effort. But to reorganise pro- 
duction so as to obtain higher output with the same labour or to 
train workers is a different proposition which requires stronger 
incentives. The collieries would also increase their output to 
satisfy the existing demand if more miners were available (although 
even then they would still work the bad seams). The effects of the 
Excess Profits Tax upon production are thus due to some extent 
to shortage of labour. It is for this reason that a moderate 
reduction of the rate of Excess Profits Tax (say from 100 per cent. 
to 75 per cent.) would not make matters much better, because 
the incentive to increase output with the same labour would be 
still too. weak. 


However, the problem of incentives may be solved even with 
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100 per cent. E.P.T. by fixing appropriate profit margins per unit 
of output. If these are fixed so low that the firm cannot reach 
its standard profit unless it makes a reasonable effort for expanding 
output Excess Profits Tax ceases to be a brake on production. 
The armament producer is compelled to reorganize production 
because otherwise he will get much less than his standard profit; 
the colliery must work its best seams just to earn its standard 
profit, etc. The producers move all the time within their standard 
profit. E.P.T. does not come into the picture because excess 
profits do not accrue. In other words the Excess Profits Tax 
should be managed in such a way that it brings in as little revenue 


as possible. Its ideal is the same as that of a prohibitive customs 
duty. 


2. I have dealt in this BULLETIN! with the question of profit 
margins in Government contracts given on the basis of cost plus 
fixed profit margin per unit of output. My proposal there was, 
generally speaking, that profit margins should be fixed in such a 
way that the firm gets its standard profit upon reaching its ‘target 
output’ (fixed on the assumption of a reasonable efficiency of 
management) and thus proportionately less if the output is below 
the target level. (I allowed for complications arising out of the 
fact that'a firm usually manufactures a variety of products. In 
the case when the factory is understaffed it was proposed that the 
‘target output’ be estimated on the basis of full employment of 
the factory but after deduction of that number of vacancies 
communicated by the firm to agencies of the Ministry of Labour 
which the latter have been unable to fill.) 

It is easy to devise a similar scheme for contracts given on a 
fixed price basis (with a clause allowing for possible increases 
in prices of raw materials and wages). The price for goods con- 
cerned must be fixed at such a level that the ‘target output’ 
renders to the firm its ‘standard profit.’ Here, if the efficiency 
of the management is inadequate to reach the ‘target output,’ 
not only is the actual output lower than the ‘target output’ but in 
addition the unit costs are higher than those on which was based 
the fixing of the contract price. Therefore the firm which does 
not attain its ‘target’ is penalised here more severely than in the 
previously described case of a cost plus fixed profit margin con- 
tract. This should be perhaps counterbalanced by exempting 
from E.P.T. the excess profits which the firm can make if it 
exceeds the targét output. 


3 So far we have applied our ‘principle of low profit margins’ 
only to Government contracts where profit margins or prices are 
fixed for each firm individually. We shall now consider the 


1 Cf. Vol. 4, No. 2. 
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problem of incentives under Excess Profits Tax for marketable 
commodities where prices are not differentiated according to firms. 

The problems arising in the industries concerned as a result of 
Excess Profits Tax are similar to those mentioned above in con- 
nection with coal mining. Firms will be inclined to use their most 
out-of-date equipment if they can make in this way their standard 
profit. In addition there will be no inducement for them to lower 
their costs by standardisation of their products etc., if the addi- 
tional profits obtained as a result are taken away by E.P.T. 
Although the position in some of the industries is different from 
that in coal mining, because the main bottleneck is not labour but 
raw materials, there still exists the problem of economising labour, 
either to release it for armament industries or to use it in the 
industries concerned to produce goods of more durable qualities. 

Imagine now that the price is fixed at such a level that a medium 
cost producer gets his standard profit when working with reason- 
able efficiency. There arises then the following situation. The 
medium firms will tend to achieve a reasonable efficiency. The 
lowest cost producers may still afford some ‘slacking.’ Some high 
cost producers (although not necessarily an important part of 
them) may be unable to cover even their current costs. If these 
are deemed to be worth maintaining—either because medium and 
low cost producers are working up to capacity or for other 
reasons such as their geographical situation—subsidies may be 
paid. 

A disadvantage of this solution is that the best establishments 
may still afford to work below their possible efficiency. If these, 
as is often the case, are large scale units they may be perhaps 
dealt with by direct control. In any case pegging of prices at such 
a level that the average producer is compelled to work with 
reasonable efficiency is a great improvement as compared with the 
situation which arises when prices are above that level. 

The position in agriculture differs from other industries, in su 
far as the greater part of output is produced by small units, which 
are exempt from Excess Profits Tax because their profits are 
lower than {1,500 p.a. The policy of low profit margins if not 
accompanied by other devices, would be here double edged. On 
the one hand it could increase the incentive to expand output for 
the large farms, on the other hand it could diminish it for the 
small ones.! In any case higher prices of agricultural commodities 
by no means strengthen always the incentive for more intensive 
cultivation. The best solution would be to have a differential 
price policy for large and small farms. 


4. The above analysis shows a new aspect of price control. 
» And possibly also for some marginal large producers. 
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This has usually been considered from the angle of the fight 


against inflation. As such it is efficient only when accompanied 
by rationing, because otherwise the discrepancy between demand 
for and supply of consumption goods reappears in the form of 
shortages and queues. We have seen that price control may per- 
form a quite different task also, by restoring the production 
incentive under a regime of Excess Profits Tax. 

M. KaALEckI. 


GERMAN PRICE POLICY 


At the beginning of the war the German government issued a 
War Economy Decree, paragraph 22 of which reads: ‘ profiteering 
by exploiting war conditions is forbidden.’ This vague and naive 
Order had no effect on the economy and the assumption behind it 
that pre-war controls could cope with war-time price and profit 
problems proved wrong. Nazi legislators and administrators 
have been busy since in attempting to implement and to interpret 
the anti-profiteering decree and this Note traces the main lines 
on which a solution has been attempted. ‘ 


Price Stop and Profits. 

’ When Germany went to war her economy had been subject to 
price control for several years. Stability of prices and wages had 
been one of the favourite ideas and catchwords of Nazi propa- 
ganda, and after a period of hesitation during which wages were 
fixed while prices rose a decree of November 1936 pegged prices of 
individual commodities to the level of an arbitrarily chosen date 
(October 17th, 1936). This policy of fixing relative prices had a 
measure of success which neither economists nor manufac- 
turers anticipated when it was introduced. It is true that the 
rigidity of the scheme was soon mitigated by allowances for in- 
creased costs of imported raw material in specified cases (mainly 
the textile group of materials) and by permitting increases in price, 
subject to the sanction of the Price Commissioner, for exceptional 
and unavoidable changes in costs. But general provisions for 
changing raw material costs and special sanctions of price altera- 
tions though not infrequent, remained an exception and were 
severely discouraged, by the Price Commissioner. Moreover those 
upward revisions of prices which were granted were, on the whole, 
balanced by decreed reductions of prices in other fields! (e.g. fer- 
tilisers, electricity, etc.) 

Administrative concessions were thus a minor factor in the 
operation of the scheme. That it did work fairly smoothly in pre- 
war days was due (a) to rapid rationalisation which took place, 
. 1 Except Agriculture where higher prices were considered instrumental to 

achieving autarchy. 
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partly before and partly in consequence of the introduction of 
the price stop; (b) to standardisation and a drastic reduction in 
the number of types of goods produced; (c) to decreasing costs 
resulting from a higher degree of plant utilisation. Where unit 
costs were falling the price stop was thus accompanied by rising 
profit margins. Where unit costs did not fall or tended to rise, 
the lowering of profit margins did not prevent firms from working 
or even from increasing output, except in the case of marginal 
producers whose output was then transferred to more efficient 
firms. Moreover, there were other ways out. Deterioration in 
the quality of goods produced, enforced reductions of whole- 
salers’ and retailers’ margins to compensate for higher manu- 
facturing prices, subsidies and price discrimination were resorted 
toin order to maintain price stability in the finished goods sector. 
Moreover, new goods (which include almost the whole arms pro- 
duction), new designs and goods made on order gave ample op- 
portunities for evasion. 

For goods which had a civilian market the price stop remained 
in force during the war and very few upward revisions of prices 
have been sanctioned. Contrary to experiences in other belli- 
gerent countries, profits were rising on a broad front, however, 
despite the price stop, mainly because costs continued to fall 
during the war as output was concentrated in the most efficient 
firms, as cheaper materials were substituted for dearer ones, syn- 
thetic processes improved, standardisation carried further and 
advertising costs reduced. 

When the upward trend of profits in the sector to which the 
price stop applies became apparent in 1940, the Commissariat for 
Price Formation! decreed that in future prices should be reduced 
sufficiently to prevent the emergence of ‘extra profits’ (for defini- 
tion see next paragraph), and that any such profits made since 
the outbreak of war were to be surrendered to the Exchequer. 
In 1941 the demand for price reductions was withdrawn on the 
ground that a lowering of prices would lead to an undesirable 
increase in consumers’ spending power. All profits in excess of a 
redefined (lower) standard have now to be transferred to the State. 

Permissible or retainable profits are defined differently for various 
sections of the economy (manufacturing industry, cartels and 
holding companies, handicraft, wholesale and retail trade and free 
professions). For industrial firms the rates of profit per unit of 
working capital or per unit of turnover (in certain cases an average 
of the two methods) in 1938 are taken as standard. Aggregate 
retainable profits of a manufacturing concern are, therefore, 
directly proportionate to a firm’s working capital or turnover ; 


A Department with a staff of over 1,800 persons. 
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whereas in this country the absolute profits of a standard period 
(after allowing for changes in capital employed) are taken as a 
basis for calculating ‘Excess Profits.’ 


_ Fixed percentage profits together with fixed prices act as an 
incentive to increase turnover per firm. By concentrating output 
in the efficient firms the ‘nucleus firms’ working full time obtain 
permissible profits in excess of those earned in pre-war periods, 
while retained profits of the industry as a whole fell proportion- 
ately to the reduction in total turnover. Firms unable to main- 
tain their turnover, and hence incurring higher costs, are not 
allowed to charge higher prices and are either eliminated or ab- 
sorbed into bigger units. The combination of fixed prices, fixed 
percentage profits and drastic concentration retains thus (to some 
extent) the money and econcmic power incentive for operating 
firms, while the state benefits (rather moderately) by the transfer 
of profits in excess of the standard profits. 


“Cost plus’ and ‘Target Price’ for Public Contracts. 


Goods to which the price stop applies represent, however, a 
declining proportion of Germany’s industrial output in war. 
Public contracts, and munition orders with changing specifications 
and designs cannot be treated by the simple method of a price 
stop. Nor was it possible to continue in war the peace-time method 
of public tender for government contracts. Compulsory uniform 
costing in considerable detail acted as a partial check, but demand 
is outrunning supply, factories are converted to war needs, plant 
is working to full capacity, and labour employed long hours shows * 
declining productivity. In parts of the armament sector of 
industry costs tend, therefore, to rise. 


Special regulations for pricing public contracts issued in 1938 
accepted the ‘cost plus principle’ which was almost as wasteful of 
resources there as here, as higher costs meant higher profits. To 
check these tendencies the Price Authorities resorted to the method ~ 
of ‘target prices.’ In November 1941 they decreed that public 
contracts would be based on the cost of an ‘efficient producer’ 
and would be allocated at a uniform and fixed price. In this form 
the principle was clearly unworkable because high cost producers, 
who were needed to ubtain the desired output, would incur losses 
or get subnormal profits. Provisions were therefore made for 
Price Commissioners to form cost groups of producers and to fix 
different target prices for different cost groups. To induce high 
cost producers to lower costs, special privileges will be given to low 
cost producers in allocating orders, material and labour, by per- 
mitting them to retain any profits they may make and, if necessary, 
by offering them an efficiency bonus, whereas any ‘excess’ profits 
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accruing to a firm below the optimum cost group must be trans- 
ferred to the State, and deductions may be made for inefficiency. 

Permissible profits on arms contracts made on a cost plus basis 
were defined differently and included (until recently): (a) interest 
at 3.5% on the capital employed, (6) employer’s remuneration of 
1.5% on the capital invested (the firm’s assets), and (c) corporation 
tax and public gifts. The inclusion of corporation tax had the 
perverse effect that the increase in the rate of tax from 20% to 
50% (late in 1941) raised prices paid for public contracts auto- 
matically by a corresponding amount and thus nullified the income 
effect for the Treasury. The same applies, of course, to ‘public 
gifts’ (contributions to winter help, party funds, etc.) A recent 
Decree eliminates this anomaly by cancelling the allowance for 
corporation tax and public gifts. As a compensation the interest 
allowance is increased to 4.5% and the employer’s allowance by 
an additional 1.5% on turnover provided that this does not 
exceed 4.5% of the capital invested. Neglecting the difference 
between capital employed or ‘working capital’ and business assets, 
the maximum lawful margin would seem to be of the order of 10 
per cent. 

The principle of graded target prices will be applied to the main 
finished articles! e.g. tanks, guns, aero-engines, etc., but not to 
all the vast number of minor products and parts which are supplied 
to the armed forces. The price of minor articles and parts is 
regulated partly by the price stop decree (if the goods in question 
have also a civilian market and were produced before the war), 
partly by special regulations applying to sub-contractors, in 
general, however, it seems by the ‘cost plus’ principle. 

A system of graded target prices for the finishing sections of arms 
production places producers of parts and accessories at a disad- 
vantage. For it will be in the interest of all ‘finishing firms’ to 
press for lower prices of goods entering the finished product. 
Such pressure will enable efficient firms in the finishing section to 
obtain and to retain higher profits, and induce firms of the second 
and third cost groups to rise into the privileged group. How far 
subcontractors can resist this pressure will depend among other 
things on the degree of monopoly which the supplier or the 
supplying industry enjoys. 

Differences in profitability between different outlets of industry 
will, however, strengthen the movement towards vertical integra- 
tion. This process was very marked after the Nazis came to 
power, and gathered momentum during the war partly because 
telescoping of consumers’ goods industries gave opportunities for 
it, partly because the official price policy differentiated between 


1 About 4 per cent. of the number of articles ordered by the armed forces. 
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price stop industries (which included coal and iron with falling 
profit margins) and cost plus industries, and more recently be- 
tween the finishing section and subcontractors of the armament 
sector, and partly because in this winter’s rationalisation and 
concentration drive the policy of contract dispersal was replaced 
by one cf contract concentration on the most efficient firms. On 
the ground and maybe on the pretext of rationalisation, the Reich 
Group of Industries with the approval and support of the Hitler 
Government carried out a drastic policy of amalgamations of big 
combines and of elimination of small and medium firms, a task 
which was greatly facilitated by the discriminating price policy 
which has been applied since the outbreak of war. 

To sum up: the price stop decree has worked by directing the 
profit incentive towards lowering costs. Its field of application 
has however shrunk rapidly as the sphere of public contracts which 
was ruled mainly by the ‘cost plus’ principle widened. The par- 
tial replacement of the cost plus principle by a scale of target 
prices f@r certain finished products gave additional incentives to 
the finishing section of the armament industry, but left sub- 
contractors’ prices to the play of market forces. The co-existence 
of these three principles of price formation was significantly dis- 
criminative, conducive to industrial integration, and playing 
(against the Nazi-party’s vows) into the hands of big business. 

F. BURCHARDT. 


DIARY. 
NOTES ON THE CoTTON INDUSTRY 
The cotton industry underwent a number of rapid and violent 
changes during 1941, and there is still no sign of a new stable 
equilibrium being reached. In recent weeks there have been 
further important changes or innovations at almost every stage 
of production. 


Raw Cotton Imports. 

On April 1st 1941 all importing and distributing of raw cotton 
was taken over by Cotton Importers and Distributors Ltd., a 
company formed from the Liverpool and Manchester Cotton 
Associations, which was paid an annual fee of £500,000 for 
services rendered. This organisation came to an end on March 
31st of this year, although no account has been given of why it 
failed to perform the task it was set.1 The Cotton Controller 

1 The experiment of hiring a private company to perform the task of a 
Government department was tried also in the case of the Non-Ferrous Metals 
Control. That experiment was abandoned at the beginning of the year on the 
grounds that it was too expensive. It would be of great value to have a full 
account of the working of both the old Non-Ferrous Metals Control and of 
Cotton Importers and Distributors Ltd. 
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has proposed a new scheme for the importing and distribution 
of raw cotton, which, after being disapproved by the directors 
has been supported by the members of the Liverpool Cotton 
Association. The Manchester Association has also supported the 
plan. Merchants who wish to be employed in handling imports 
have submitted to the Control details of the value and nature of 
their business before the war and of the facilities they can now offer. 
Those chosen by the Control will be paid a commission of 1i%. 
Nearly all purchases of raw cotton for this country are now made 
directly by the Ministry of Supply or through other non-com- 
mercial channels, so that the functions of the panel of importing 
merchants will be confined to selling and sampling, and making 
records and returns. There will be no risk involved as raw cotton 
prices are fixed and default in payment by spinners is now negli- 
gible. It is difficult to comment on the new system since there is 
no knowledge of how the importing merchants will be chosen, 
especially if the handling capacity of the firms which have in- 
formed the Control of their willingness to do business fag exceeds 
the amount of handling to be done. If this excess is large, it is 
important that the business should not be spread over all firms on a 
percentage of pre-war trade basis, and the obvious solution seems 
to be the direct employment by the Control of the necessary staff 
to perform the distributive functions. 


Yarn Margins. 

Control of the Cotton Industry (No. 30) Order has raised the 
fixed spinning margins from the 16th March by 73% for Egyptian 
and 124% for American type yarns above the original levels 
established in April 1940. (There was an intermediate rise in 
American type margins in February 1941.) In order to prevent 
any increase in yarn prices the prices of raw cotton were simul- 
taneously reduced by $d. per pound. The increases in the margins 
follow an investigation into costs made by a committee of account- 
ants appointed to advise the Controller and the Cotton Board on 
the operation of price control in relation to costs. Among the 
increased costs which appear to have been taken into account are 
War Damage Act Contributions, higher wages bills caused by cost- 
of-living agreements, the Essential Work Order and the levy for 
care and maintenance of closed mills. It thus seems clear that the 
care-and-maintenance levy is in fact borne either by the Govern- 
ment, which bears the loss of reducing the price of raw cotton by 
that part of 3d. per lb. to cover the maintenance levy, or by the 
consumer who pays a higher price for yarn than if the levy were 
not allowed as a cost. 


Labour Supply and Production. 
In reply to a question in the House of Commons on March 17th 
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Mr. Dalton, President of the Board of Trade, said: ‘The cotton 
spinning industry has for some months been unable to work to full 
capacity owing to the shortage of labour . . . I understand two 
mills have been reopened since January 5. As to bringing back 
low-grade men from the Forces, I will consider that, but, of course, 
the Service Departments do not respond.’ A few days before, the 
Controller issued a production table showing the weekly spinning 
output in each district expressed as a proportion of the target 
output. The actual figures for all districts are shown in the 
accompanying table : 


Percentage of Target Output of Yarn Produced Weekly. 


Weeks Ending 
Before Overtime Jan. 31 Feb.7 Feb.14 Feb. 21 Feb. 28 
78.4 81.8 83.4 83.7 84.4 84.5 


By the end of February output was 7.8% above the period 
immediately before overtime was introduced (at the beginning of 
February), while the increase of working hours due to overtime 
was 7.5% so that it would appear that few additional workers had 
come into the industry. After agreement between the unions and 
the employers the Minister of Labour made an Order allowing 
the extension of hours for boys and girls under 16 to 52 hours a 
week. The Order was made on February 5 but kept secret until 
six weeks later. The general overtime working is to continue for 
a further period of two months. The labour shortage in spinning 
is primarily due to a level of demand higher than that anticipated 
when concentration was carried out last year, but it is partly due 
to operatives leaving the industry during last year because of the 
great uncertainty of future employment in the industry. The 
minimum cotton requirements are now as ‘essential’ as armaments 
and the labour force must be restored to the appropriate level, 
even if that means withdrawal of some men and women from the 
Forces, or from other industries to which they have migrated. 


Concentration in Weaving. 

Financial terms for care-and-maintenance of closed weaving 
factories have now been announced. Nucleus firms will pay a levy 
of £4 a loom of 40 in. reed space a year and close mills will draw 
£6 a loom per year. The control of weaving costs is by no means 
so rigid as the control of spinners’ margins (in the civilian section 
the control applies only to the margins for ‘utility’ clothes) and it 
will be more difficult to determine who really pays the levy. 


Exports. 
The Cotton Board issued a statement on export trade changes 
on March roth, pointing out that the whole system of export of 


1 Manchester Guardian, 14th March, 1942 ; 
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cotton manufactures is being revised in order to safeguard the 
essential needs of countries directly associated with us in the war 
effort. Direct war needs (for home or export) have first claim on 
output and in consequence allocations for export markets are 
likely to be much below the corresponding levels of 1941, while in 
cases ‘where goods are needed for urgent war use by, say Dominions 
and colonial markets, it will be less a matter of selling than of 
organising supplies.’ In short inter-Allied planning is rapidly 
making the acquisition of foreign exchange a minor issue. Such 
output allocations as will remain will be smaller, and may lead 
inevitably to unequal distribution among merchants. The Board 
therefore recommends merchants to join their smaller allocations 
to the larger ones, thereby reducing the number of merchants in 
any one market, without reducing total allocations. They further 
suggest the voluntary concentration of export merchants. The 
measures which the Government itself is going to take are not yet 
known. It is quite clear that ‘concentration’ in the technical sense 
is inevitable; the only question is the form which the concentration 
takes. In view of the admitted inadequacy of the voluntary 
concentration scheme elsewhere, it would be welcome if the 
Government were to experiment in this particular case with one of 
the more thoroughgoing solutions which have been suggested from 
time to time, either of forming a publicly controlled export com- 
pany, or of pooling all the merchants on a profit-sharing basis. 


INDIRECT TAXATION. 


On the eve of the new Budget indirect taxation is.again being 
discussed as a means of curtailing consumption. In particular a 
cut in supplies of tobacco is anticipated in connection with the 
deterioration in the shipping position and to adjust the demand to 
the reduced supply a rise in the tobacco duty is envisaged. It is 
easy to show from this example that indirect taxation does not 
differ in substance from Jaisser fatre inflation. 


Indeed imagine that supplies of tobacco are cut and its price 
is left free to reach its equilibrium level, i.e. a level at which 
demand for tobacco is reduced to the level of supply. The position 
will differ from that which arises after a rise in duty only in so far 
that the same Government revenue is brought in by tobacco 
companies paying the Excess Profits Tax instead of the duty. 
The position in consumption will be exactly the same, the ‘équi- 
librium’ in both cases being achieved at the expense of the poorest 
consumer by the rise in tobacco prices. 

The only fair solution is rationing of tobacco (or any other 
commodity concerned). True, specific rationing in this case is 
difficult because of the existence of non-smokers. But this can 
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be remedied by including tobacco into the food point scheme 
together with sweets and drink. The counter-argument. that 
tobacco is in charge not of the Ministry of Food but of the Board of 
Trade cannot be taken seriously at a time when a General Staff ot 
War Production is created. 


ZONING OF Foop DISTRIBUTION. 


The Ministry of Food announces that a scheme will be introduced 
on June 29 to ensure a more economical wholesale distribution of 
food. The country has been divided into 9 zones, one each for 
Northern Ireland and Scotland and 7 for England and Wales, and, 
apart from a few neutral areas, wholesalers may supply only re- 
tailers in their sector. Retailers will be obliged also to register 
with only one wholesaler for each commodity. The delay before 
the scheme is introduced is necessary because of the substantial 
amount of re-registration involved, and it is hoped that the new 
plan will effect substantial economies in fuel, man-power and wear 
and tear of vehicles. Similar economies have already been 
achieved in retail distribution. Mr. G. R. Whalley, principal 
assistant secretary of the Ministry, stated recently that 36 schemes 
approved in the North West had saved 119 motor vans, 26 private 
cars, one lorry, 17 horse vans, 19 hand-carts, 185 bicycles and 
tricycles, 281 transport workers and 1,000 gallons of petrol a week. 
Further plans for economy in wholesale distribution are said to be 
under consideration. Such plans should, presumably, work on the 
lines of further subdivision of the zones, which are still very large, 
in order to eliminate cross-hauls within the zones. Retail de- 
liveries across the ‘frontiers’ between zones, including deliveries 
by post or by rail, should be eliminated. 


Some steps have already been taken for pooling the retail 
distribution of non-food goods, although so far only of a voluntary 
character. On the wholesale side, however, there appears to have 
been no development at all so far. Admittedly the problem is 
more difficult to handle than in the case of food where registration 
of retailers with wholesalers appears to exist for nearly all foods. 
The goods themselves also are probably more varied in quality. 
Nevertheless rationalisation should be tackled on the same lines 
of dividing the country into zones, registration of retailers with 
wholesalers, coupled with a policy of standardisation applied to the 
manufacture of all non-food goods, wherever this is technically 
possible. Registration is desirable on other grounds, both for 
preventing the development of ‘black markets’? and for the effective 
application of any further rationing schemes for non-food items, 
e.g. household goods, rubber ware etc. 


1 Cf. BULLETIN Vol. 4, No. 4, p. 98. 
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FuEL Economy. 


The coal situation was again discussed in the Commons on March 
17th and this time action was promised. After a long and ex- 
ceptionally hard winter which had eaten into stocks the situation 
was serious. The London area, in which the shortage became 
acute a few weeks earlier, had already a scheme of limitation of 
retail supplies when the debate began, and these restrictions are 
now extended to the whole country. Sir William Beveridge was 
entrusted with the task of devising a comprehensive rationing 
scheme for coal, gas and electricity, and a substantial cut in 
domestic consumption seems to be inevitable to meet the rising 
demand for industrial purposes. The Minister of Mines estimated 
that in 1942—43 the home market alone (not counting essential 
exports, and presumably taking into account a cut in domestic 
consumption) would absorb well over 210 million tons of coal, 
which is about equal or more than the total output of 1941—42, 
and it is doubtful whether more manpower will be available to 
provide for the expected greater demand on current account, not 
to mention the building up of stocks. : 

It is significant that rationing of domestic consumption, which 
is the line of least resistance, will be tackled immediately, while the 
equally important questions of distribution and production have 
been kept in the background, and no expert committee has been 
appointed to work out a rational solution for the optimum use of 
resources of the industry. ; 

To devise a rationing scheme which is fair, simple to understand 
and to administer is not an enviable task.1_ Here as in the case of 
some semi-necessities like tobacco and beer, specific rationing of 
groups of commodities is cumbersome, because needs cannot be 
assessed on a per head basis without incurring the risk of illegal 
transfer of ‘coupons.’ A scheme of expenditure rationing including 
fuel, but comprising a far wider range of heterogeneous commodities 
may at this stage be superior in many respects to an extension of 
specific rationing. 

Any method of fuel rationing will inevitably raise the question of 
wholesale and retail distribution. The scheme recently introduced 
by the Ministry of Food of zoning distribution, which allows whole- 
salers to supply only retailers of their sector, may be applicable to 
coal, and a similar scheme in force during the last war may be dug 
out and adapted to present conditions, with similar beneficial 
results for the transport system. At the same time retail dis- 
tribution and retail stocking require adjustments to minimise 
delivery costs (transport and man-power) and to secure adequate 
retail stocks (outside the emergency stocks financed by the Govern- 


1 For a discussion of the difficulties see BULLETIN Vol. 3, No. 17. 
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ment and held by local authorities) irrespective of financial 
considerations. 

A sound scheme for rationing and distribution should ease the 
pressure during the summer months. Ministerial statements made 
it clear, however, that that is not enough and that more coal is 
wanted this year than last year, whereas the number of miners 
(even if coal face workers are released from the Forces) cannot be 
increased substantially. An increase in output per man-shift is, 
therefore, essential and no method of rationalisation should be left 
untried which is likely to achieve this end. The richest seams 
not the poorest and just profitable ones should be worked, the 
efficient and technically well-equipped mines not obsolete ones, 
and neither mechanisation nor a reorganisation of the industry 
should be sidetracked if the extra 20 million tons, which are 
apparently needed as a safety margin for the winter, are to be 
produced. 


CONCENTRATION. 


Towards the end of 1941 it was announced that the programme 
of concentration of industry, as it was first planned, had been 
almost completed, with the important exception of the woollen 
industry. It is now understood that the Board of Trade will 
shortly start a drive to accelerate the progress of concentrating 
industries. The progress achieved so far is generally considered 
inadequate in authoritative quarters. The drastic but necessary 
measures of concentration are still held up by sectional, business 
and personal considerations.! In this connection there are cases 
reported, for example, where arrangements between an intended 
‘nucleus’ and an intended ‘absorbed’ firm have been made, and 
accepted by the Board of Trade, and where, months later the two 
firms are still running in their accustomed buildings as though 
nothing had happened. It is not known how extensive is this 
particular type of hold-up, but it is not surprising that the results 
of concentration achieved so far are not adequate. The original 
scheme was designed to interfere as little as possible with sectional, 
business and personal interests, and even if, by superhuman efforts, 
the new President of the Board of Trade manages to overcome 
these difficulties, there will still remain the fact that the programme 
as it was first planned, was inadequate to meet the needs of the 
situation. 


The problem is still that which faced the Government, a year ago 
when the Explanatory Memorandum on concentration was issued, 
namely: how to produce a limited supply of certain commodities 
with the least possible labour and factory space. The difference 


1 Financial News, March 23, 1942. 
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between 1942 and 1941 is that the Government is now faced with 
half-concentrated industries in which a wide variety of elaborate 
financial arrangements have been made between firms in ‘volun- 
tary’ schemes, some of which may be working out satisfactorily 
and some not. Further concentration on a ‘voluntary’ basis 
seems to be out of the question and new and more thoroughgoing 
schemes will have to be devised. 


